
a -  i, " 24713  

CARDINAL 0 HARA MEMORIAL LECTTJRE BY 

CHARLES A .  BOWSHER 

COMPTROLLER GENEML OF THE U N I T E D  S T A T E S  

BEFORE 

THE COLLEGE OF B U S I N E S S  ADMINISTR$.TION 
DEPARTMENT OF ACCOUNTANCY 

U N I V E R S I T Y  OF NOTRE CAME 

NOTRE DAME, I N D I A N A  

MARCH 2 4 ,  1983 

I 

' ? P E R S P E C T I V E S  ON THE FEDERAL BUDGET'<' 
--J 

For Release on Delivery 
3:30 p.m., Thursday, March 2 4 ,  1983 



I t  is a g r e a t  p l e a s u r e  t o  be  h e r e  wi th  you today .  Notre D a m e  

has a much deserved  r e p u t a t i o n  throughout  t h e  United S t a t e s  a s  a 

center of l e a r n i n g  and s p i r i t u a l  i n s p i r a t i o n .  Coming t o  Notre D a m e  

is  l i k e  coming home f o r  m e .  I w a s  born i n  EPkhar t ,  I n d i a n a ,  some 

twenty miles from here, and v i s i t e d  t h e  campus many times a s  a voung 

boy. The f i r s t  time I w a s  here I saw t h e  Notre D a m e  f o o t b a l l  team 

d e f e a t  Carnegie  Tech i n  7938. Th i s  game is  r a t h e r  well-known t o  a lot 

of o ld- t imers .  Notre D a m e  won t h e  game 7-0 a f t e r  t h e r e  w a s  a confu- 

s i o n  o v e r  downs on one o f  Carnegie  Tech ' s  o f f e n s i v e  ser ies .  Carnegie  

Tech ,  t h i n k i n g  i t  was t h i r d  down, r a n  a p l a y  from scrimmage and f a i l e d  

t o  g e t  a f i r s t  down. The  r e f e r e e  r u l e d  t h a t  i t  had been f o u r t h  down. 

T h e  b a l l  w e n t  o v e r  t o  Notre D a m e .  They marched down t h e  f i e l d  and 

sco red .  

I would l i k e  t o  spend t i m e  today d i s c u s s i n g  t w o  d i f f e r e n t ,  b u t  

r e l a t e d  budget  t o p i c s .  F i r s t ,  I want  to o f f e r  my p e r s p e c t i v e s  on o u r  

c u r r e n t  budget  s i t u a t i o n  i n  t h e  Fede ra l  Government and w h a t  I t h i n k  

ought  t o  be done t o  c o r r e c t  i t .  Then I want t o  s h i f t  g e a r s  and de- 

s c r i b e  t h e  improvements I t h i n k  a r e  needed i n  t h e  Government 's  f i nan -  

c i a l  management systems.  

THE BUDGET SITUATION 

I n  p r e p a r i n g  my remarks,  I w a s  s t r u c k  by t h e  r e l e v a n c e  of  t h a t  

1933 f o o t b a l l  game t o  t h e  budget  s i t u a t i o n  f a c i n g  t h e  Ur.ited S t a t e s  to- 

day.  We need t o  pay much closer a t t e n t i o n  t o  where  w e  are.  Our budget  

d e f i c i t s  d i d  n o t  exactly creep u p  on u s  unnot iced .  They have been devel-  

oping  for o v e r  20 y e a r s .  Recen t ly ,  however, t h e  actual and p r o s p e c t i v e  

budget  d e f i c i t s  have become so l a r q e  t h a t  many i n  t h e  p u b l i c  p r e s s  speak 

of an e n d l e s s  r i v e r  of red ink .  I n  f a c t ,  p u b l i c  concern is  now so high 

t h a t  l a s t  Janua ry  s i x  former c a b i n e t  members, t h r e e  of whom se rved  



under Democratic presidents and three under Republican administrations, 

formed a bi-partisan coalition to draw t h e  President's and Congressional 

attention to the fiscal crisis. The document they issued outlininq the 

crisis and its implications drew over 500  supporting signatures from 

eminent Americans in commerce, finance, law, and education, including 

the President of this university. I am struck by the diversity of po- 

litical and economic views represented by these 500 Americans, and I 

share their concerns. 

Like them, I believe that the $127 billion deficit in fiscal year 

1 9 8 2  and the expected deficit of over $200 billion this fiscal year, 

though to some extent unavoidable because of the recession, are too 

large. And,.what is more troublesome is that even with an economic 

recovery, in which full employment is reached in 1988, the deficit is 

projected to be $300 billion. 

This predicament does not bode well for continued economic qrowth, 

for a sustained recovery from our current recession, and for the health 

of some of our industries such as automobiLes and steel. 

In past decades, our country has benefited in a number of ways 

from economic growth. It has afforded us a rising standard of living 

which has enabled us to live longer and healthier lives and enjoy more 

of the material things in life. Righ rates of economic growth are made 

possible by high rates of investment in plant, equipment, research and 

development, and public infrastructure. These investments occur when 

the savings of the economy are available for private sector uses. Sav- 

ings are not available for private investment when they are absorbed by 

the Government to finance its deficits. 

This diversion of t h e  savings from productive investment in new 

plant and equipment has been increasing at an alarming rate. During 
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t h e  195Os, t h e  F e d e r a l  b u d u e t  a b s o r b e d  less t h a n  o n e  p e r c e n t  of per- 

s o n a l  s a v i n g s .  Dur ing  t h e  1 9 6 0 s  t h e  t o t a l  claim on p e r s o n a l  s a v i n g s  

was o n l y  6 p e r c e n t .  Dur ing  t h e  1970s, it cl imbed t o  36 p e r c e n t  and  for 

t h e  f irst  3 y e a r s  of t h e  1980s t h e  a b s o r p t i o n  w a s  a s t a g g e r i n g  71 per- 

c e n t .  T h e  forecasts fo r  t h e  p e r i o d  1983-88 show t h a t  o n l y  i n  t h e  f i n a l  

y e a r ,  1988, w i l l  p e r s o n a l  s a v i n g s  exceed  t h e  d e f i c i t .  T h i s  a b s o r p t i o n  

r a t e  is a c e r t a i n  p r e s c r i p t i o n  for economic s t a q n a t i o n  d u r i n g  t h i s  

decade. 

T h e  p r o s p e c t  o f  l a r g e  d e f i c i t s  d u r i n q  t h e  1 9 8 0 s  poses a c u r r e n t  

obs tac le  t o  o u r  emerging  f rom t h e  worst r e c e s s i o n  i n  50 y e a r s .  8 e c a u s e  

l e n d e r s  and borrowers must a n t i c i p a t e  l a r g e  Federal  claims on  t h e  

n a t i o n ' s  p o o l  o f  s a v i n g s  fo r  y e a r s  to  come, today's long-  and medium- 

term i n t e r e s t  r a t e s ,  desp i te  some r e c e n t  d e c l i n e ,  r ema in  a b n o r m a l l y  

h i g h  r e l a t i v e  t o  c u r r e n t  i n f l a t i o n  r a t e s .  T o d a y ' s  n i g h  r e a l  i n t e r e s t  

ra tes  p o s e  t h e  p r i n c i p a l  t h r e a t  t o  a s u s t a i n e d  economic r e c o v e r y .  

F i n a l l y ,  o u r  h i g h  r e a l  i n t e r e s t  r a t e s  serve as a magnet a t t r a c t i n g  

f o r e i g n  f u n d s  t o  our  shores .  T h e s e  f l o w s ,  i n  t u r n ,  l ead  t o  a n  abnor -  

m a l l y  s t r o n g  d o l l a r  on f o r e i g n  exchange  markets. A s t r o n g  d o l l a r  works 

t o  t h e  d i s a d v a n t a g e  of o u r  e x p o r t  i n d u s t r i e s  and those which  compete 

wi th  o u r  imports. 

Because o u r  f i s c a l  problem is  a t  t h e  n a t i o n a l  level, it is t h e  

Federal Government which must  d e v i s e  a s o l u t i o n .  T h i s  does n o t  mean 

t h a t  b i g  Government is t o t a l l y  t o  blame for o u r  p rob lems .  Those 

a t t a c k i n g  t h e  evils o f  large Government t e n d  t o  f o r g e t  that l a r g e  

Government has  also been  b e n e f i c i a l  for t h e  c o u n t r y .  

L e a d e r s h i p  a t  t h e  Federal l eve l  was r e s p o n s i b l e  for l i f t i n g  u s  o u t  

of t h e  Great D e p r e s s i o n  t h r o u g h  c r e a t i n g  programs l i k e  t h e  Recon- 

s t r u c t i o n  F i n a n c e  C o r p o r a t i o n ;  for m o b i l i z i n g  t h e  n a t i o n  t o  a c h i e v e  
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v i c t o r y  i n  World War 11; f o r  f o r m u l a t i n g  and c a r r y i n g  o u t  t h e  Marshall 

P l an  f o r  r e b u i l d i n g  Europe, cal led by W i n s t o n  C h u r c h i l l  " t h e  most 

unsord id  a c t  i n  human h i s t o r y " ;  fo r  p r o v i d i n g  massive e d u c a t i o n a l  

o p p o r t u n i t i e s  through t h e  e s t a b l i s h m e n t  of l and  q r a n t  colleges and a 

h o s t  of e d u c a t i o n a l  s u b s i d i e s  r ang ing  from t h e  G I  b i l l  t o  s t u d e n t  

l o a n s ;  f o r  p rov id ing  u s  w i t h  a f i r s t  r a t e  highway system: f o r  i n s p e c t -  

i ng  t h e  meat w e  e a t ,  t h e  medic ines  w e  take,  t h e  water  w e  d r i n k ,  and t h e  

a i r  w e  b r e a t h e ;  € o r  s t o p p i n g  f l o o d s ,  b r i n g i n g  e l e c t r i c i t y  t o  r u r a l  

areas, and i r r i g a t i n g  o u r  deserts: and for s t r i v i n q  t o  e n s u r e  e q u a l  

r i g h t s  f o r  a l l .  

'AJHERE DID WE GO WRONG? 

I f  l a r g e  Government had many pas t  s u c c e s s e s ,  how then  d i d  w e  work 

o u r s e l v e s  i n t o  t h e  p r e s e n t  f i s ca l  cr is is?  

A s  I no ted ,  o u r  f i s c a l  problems a r e  no t  of recent o r i g i n  b u t  have 

been developinq  i n  va ry ina  d e g r e e s  f o r  t h e  p a s t  20 years. I t  o c c u r s  t o  

m e  t h a t  o v e r  t h i s  pe r iod  s e v e r a l  e v e n t s  c o n t r i b u t e d  t o  producing o u r  

c u r r e n t  s t a t e  of a f f a i r s .  

The  Great American I n f l a t i o n  

Almost 20 y e a r s  ago, w e  decided t o  f i g h t  t h e  w a r  i n  Vietnam 

wi thou t  p u t t i n g  t h e  U , S .  economy on a wartime f o o t i n g ,  We attempted to 

fund t h e  w a r ,  ma in ta in  the social  programs embodied i n  t h e  Grea t  Soci- 

e t y ,  and, a t  t h e  same t i m e ,  n o t  r educe  t h e  s t a n d a r d  of l i v i n g  of o u r  

c i t i z e n s .  T h i s  e f f o r t  at w a r  and social  j u s t i c e  w a s  f i nanced  i n  ways 

which  s e t  i n  motion t h e  g r e a t  American in f l a t ion - -an  i n f l a t i o n  which, 

f u e l e d  by t he  o i l  crises of 1974 and 1978, has bedev i l ed  o u r  economy 

for a decade  and a half and s t r e n g t h e n e d  t h e  e f f ec t s  on t h e  budget  

def ic i t  of t h e  i n d e x a t i o n  of e n t i t l e m e n t  programs and o u r  a b i l i t y  t o  

raise t a x  revenues .  
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A Change I n  Budqet  P r i o r i t i e s  

An e x a m i n a t i o n  of the c h a n g e s  i n  t h e  Governmen t ' s  s p e n d i n g  and 

t a x i n g  p r i o r i t i e s  s h e d s  a d d i t i o n a l  l i g h t  o n  what h a s  happened .  S i n c e  

t h e  end of World War 11, and e s p e c i a l l y  s i n c e  t h e  1.960s, t h e  g rowth  o f  

social i n s u r a n c e  and e n t i t l e m e n t  p rograms  h a s  i n c r e a s e d  s h a r p l y .  I n  

1960 w e  s p e n t  28  p e r c e n t  of our  b u d g e t  o n  income s e c u r i t y ,  soc ia l  

services ,  r e t i r e m e n t  b e n e f i t s ,  and t h e  l i k e .  By 7942,  t h i s  s p e n d i n q  

had grown t o  45 p e r c e n t ,  and i n  1982,  t o  a b o u t  50 p e r c e n t ,  T h i s  is  

almost a d o u b l i n q  i n  o n l y  t w o  decades. 

T h e  i n c r e a s e s  i n  e x p e n d i t u r e s  for these programs c a n  be a t t r i b u t e d  

t o  t h e  way i n  which t h e y  a r e  indexed  t o  o f f s e t  t h e  e f f e c t s  of i n f l a -  

t i o n ,  by changes i n  e l i g i b i l i t y  c r i t e r i a ,  and by c h a n g e s  i n  the number 

o f  p a r t i c i p a n t s  i n  each proqram. We, i n  GAO, found t h a t  be tween 1970 

and 1977 i n d e x i n g  a c c o u n t e d  f o r  a b o u t  h a l f  of t h e  s p e n d i n g  q r o w t h .  O f  

somewhat less  i m p o r t a n c e  was t h e  open-ended n a t u r e  of t h e s e  e n t i t l e m e n t  

programs.  Whi le  t h e  Congres s  sets t h e  s t a n d a r d s  of e l i g i b i l i t y  for  t h e  

programs, it  c a n n o t  d i r e c t l y  control t h e  r a t e  of p a r t i c i p a t i o n  i n  

them. A s  a r e s u l t ,  t o t a l  s p e n d i n g  c a n  v a r y  d r a m a t i c a l l y  w i t h o u t  any  

c o n g r e s s i o n a l  a c t i o n ,  even  i n  t h e  a b s e n c e  o f  i n f l a t i o n  and i n d e x i n g .  

I t  is t h e  r a p i d  run-up i n  these costs which h a s  g i v e n  rise t o  t h e  wide- 

spread c o n c e r n  t h a t  t h e  b u d g e t  may be o u t  of c o n t r o l .  

When t h e  Congres s  f i r s t  i ndexed  t h e s e  e n t i t l e m e n t  p rograms ,  t h e r e  

was a bel ief  t h a t  m a i n t a i n i n g  r e a l  b e n e f i t  levels f o r  retirees and 

o t h e r s  was b o t h  n o b l e  and a f f o r d a b l e ,  and s h o u l d  be removed f rom t h e  

p o l i t i c a l  p r o c e s s .  At t h e  t i m e ,  t h e  U.S .  economy was experiencing low 

r a t e s  of i n f l a t i o n .  Our economic p e r f o r m a n c e  d u r i n g  the l a s t  5 y e a r s  

h a s  n o t  been  so good. The growth  i n  our  n a t i o n a l  p r o d u c t i v i t y  h a s  

d e c l i n e d  marked ly ,  i n f l a t i o n  h a s  f r e q u e n t l y  been  i n  t h e  doub le -  
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d i g i t  r a n g e  and o u r  economy h a s  s t a g n a t e d .  I n  per  cap i ta  terms, o u r  

r e a l  income h a s  a c t u a l l y  d e c l i n e d ,  Yet, t h i s  d e c l i n e  h a s  n o t  b e e n  

s h a r e d  t o  a n  e q u a l  e x t e n t  b e t w e e n  t h o s e  who receive e n t i t l e m e n t s  and  

t h o s e  who d o  n o t .  

En a d d i t i o n  t o  e n t i t l e m e n t s ,  i n t e r e s t  costs  on  t h e  n a t i o n a l  d e b t  

h a v e  also soared. I n  1970 ,  n e t  i n t e r e s t  p a y m e n t s  were a l i t t l e  less 

t h a n  4 p e r c e n t  of t o t a l  F e d e r a l  e x p e n d i t u r e s .  They  i n c r e a s e d  t o  a 

l i t t l e  less t h a n  9 p e r c e n t  by  1980 and,  i n  1982 ,  t h e y  consuined over 1 1  

p e r c e n t  of F e d e r a l  e x p e n d i t u r e s .  T h i s  g r o w t h  i n  i n t e r e s t  p a y m e n t s  i s  

t h e  p r o d u c t  of a number of f a c t o r s ,  i n c l u d i n g  t h e  r e c e n t  l a r g e  d e f i -  

c i t s ,  d e b t  f i n a n c i n g  policies of the Treasury, and  i n f l a t i o n ,  which 

d r o v e  i n t e r e s t  r a t e s  t o  100-yea r  h i g h s .  

One o€ t h e  p o l i t i c a l  t h e m e s  of t h e  1960s w a s  f i s c a l  f e d e r a l i s m ,  or  

r e v e n u e  s h a r i n g .  T h i s  t r ans l a t ed  i n t o  a p r o g r a m  i n  which  t h e  Govern-  
1 

. ment r e d i s t r i b u t e d  t a x  r e v e n u e s  among t h e  v a r i o u s  S t a t e s  and l o c a l i -  

t ies.  In 1 9 6 0 ,  t h e s e  g r a n t s  were almost 8 p e r c e n t  of Federal o u t l a y s .  

By 1970,  t h e y  r e a c h e d  1 2  p e r c e n t  of t o t a l  Federa l  e x p e n d i t u r e s ,  and  b y  

1980 t h e y  had  r i s e n  t o  about 15 p e r c e n t .  

In v i e w  of t h e  f a c t  t h a t  social  p r o g r a m s ,  i n t e r e s t ,  and a i d  t o  

State  a n d  loca l  g o v e r n m e n t s  g r e w  a s  a s h a r e  of t h e  F e d e r a l  b u d g e t ,  

s o m e t h i n g  had  t o  g ive .  After p e a k i n g  a t  64 p e r c e n t  d u r i n g  t h e  Korean  

c o n f l i c t ,  d e f e n s e  e x p e n d i t u r e s  d e c l i n e d  t o  48 p e r c e n t  i n  1 9 6 0 ,  36 

p e r c e n t  i n  7970, and  23 p e r c e n t  i n  1982. 

The overa l l  r e s u l t  of t h e s e  changes h a s  b e e n  enormous  growth i n  

Federal  o u t l a y s  d u e  largely t o  t h e  i n c r e a s i n g  ro l e  t h e  b u d g e t  h a s  come 

t o  play i n  r e d i s t r i b u t i n g  income among t h e  population. 

Finally, w e  have s e e n  major c h a n g e s  i n  t h e  s o u r c e s  of Federa l  

r e v e n u e s  and  a n  i n a b i l i t y  of t o t a l  r e v e n u e s  t o  r ise a s  a p r o p o r t i o n  of 

GNP d u e  t o  a c o m b i n a t i o n  of tax r a t e  c u t s  and  e r o s i o n  of t h e  tax base. 



I n  1950, p e r s o n a l  income t a x e s  and corporate p r o f i t  t a x e s  p r o v i d e d  

70 p e r c e n t  o f  t o t a l  Federal r e v e n u e s  w i t h  each c o n t r i b u t i n g  a b o u t  e q u a l  

shares. Social i n s u r a n c e  t a x e s ,  o n  t h e  o the r  h a n d ,  c o n t r i b u t e d  a b o u t  

12 p e r c e n t  of t h e  t o t a l .  T h r e e  decades l a t e r ,  n e a r l y  o n e - h a l f  of a l l  

Federal  r e v e n u e s  were d e r i v e d  from t h e  p e r s o n a l  income t a x ,  n e a r l y  one- 

t h i r d  f rom social  i n s u r a n c e  t a x e s ,  and a b o u t  1 2  p e r c e n t  from t a x e s  o n  

corporate p r o f i t s .  The  i n c r e a s e  i n  t h e  r e l a t i v e  i m p o r t a n c e  of social  

i n s u r a n c e  t a x e s  i s  d u e  p r i m a r i l y  t o  t h e  f a c t  t h a t  Social  S e c u r i t y ,  t h e  

largest  o f  these p rograms ,  is  s e l f - f i n a n c i n u .  I ts  r e v e n u e s  must  q r o w  

by r o u g h l y  t h e  same amount as  i t s  e x p e n d i t u r e s  have grown.  
0 

Despite these s h i f t s  i n  t h e  r e l a t i v e  i m p o r t a n c e  of v a r i o u s  arevenue 

s o u r c e s ,  for t h e  pas t  1 2  y e a r s  t o t a l  Federal  r e v e n u e s  have been  a f a i r -  

l y  c o n s t a n t  p r o p o r t i o n  of GNP--ranging be tween 78-1/2 and 2 1  p e r c e n t .  

I n  1983,  t h e y  a re  projected t o  b e  a t  t h e  l o w  end of t h i s  r a n g e .  BP- 

c a u s e  t a x  r e v e n u e s  have n o t  k e p t  p a c e  w i t h  t h e  g rowth  i n  Federal  o u t -  

l a y s ,  w e  h a v e  had a l o n g  s t r i n g  of d e f i c i t s .  

The P i c t u r e  T h a t  Emerges 

What p i c t u r e  emerges from t h e  c h a i n  of e v e n t s  t h a t  I h a v e  

descr ibed  ? 

Since t h e  end of World War 11, w e  have s e e n  a change i n  o u r  

n a t i o n a l  p r io r i t i e s .  For bet te r  o r  worse, we d e c i d e d  t h a t  primary re- 

s p o n s i b i l i t y  for v a r i o u s  social p r o b l e m s  r e l a t ed  to  o l d  aqe, h e a l t h ,  

and d i s a b i l i t y  s h o u l d  be assumed a t  t h e  F e d e r a l  l e v e l .  I n  d e a l i n g  w i t h  

these problems, w e  d e c i d e d  t o  e s t a b l i s h  r e a l  b e n e f i t  levels by 

i n d e x i n g .  I n  d o i n g  so, w e  f a i l e d  t o  a n t i c i p a t e  t h e  g rea t  American 

i n f l a t i o n ,  i tself  a legacy of t h e  Vie tnam War. This inflation l e d  t o  a 

r ap id  run-up of e x p e n d i t u r e s  t o  s u p p o r t  t h e  p rograms  and f o r  i n t e r e s t  

on a growing  n a t i o n a l  debt  t o  f i n a n c e  s u c h  programs.  T h i s ,  i n  t u r n ,  
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made it d i f f i c u l t  t o  raise r e v e n u e s  t o  f i n a n c e  o t h e r  programs. 

R e c e n t l y ,  a series of d e c i s i o n s  t o  r educe  t a x  rates and i n d e x  t h e  

tax  system, as w e l l  a s  i n c r e a s e d  r e a l  o u t l a y s  f o r  rearmament  c o u p l e d  

w i t h  a r e l u c t a n c e  to r e d u c e  s p e n d i n g  f o r  e n t i t l e m e n t  p rograms ,  h a s  o n l y  

s e r v e d  to e x a c e r b a t e  t h e  f i s c a l  crisis,  

WHERE DO WE GO FROM BERE? 

Despite t h e  merits of t h e  v i ews  m o t i v a t i n g  t h e  c h a n g e s  i n  p o l i c y  

t h a t  h a v e  t a k e n  place r e c e n t l y  and over t h e  l a s t  several decades, t h e i r  

e f f e c t  on  t h e  Governmen t ' s  f i s c a l  h e a l t h  p o s e s  a r e a l  t h r e a t  t o  our  

economy. And, b e c a u s e  of o u r  i n t e r d e p e n d e n c e  w i t h  t h e  economies  o f  t h e  

rest  o f  t h e  wor ld ,  t h e  spectre  o f  enormous d e f i c i t s  and a c o n t i n u a t i o n  
0 

o f  h i g h  r ea l  i n t e r e s t  r a t e s  i s  even  more a l a r m i n g .  

A s  H e l m u t  S c h m i d t ,  f o r m e r  c h a n c e l l o r  o f  West Germany, n o t e d  i n  a 

recent  e s s a y  on  t h e  s t a t e  o f  t h e  world economy, "The wor ld  economy is 

i n  u n d e n i a b l y  bad s h a p e .  B u t  i t  i s  n o t  i n c u r a b l e .  O u r  p r o b l e m s  a re  

man-made, and t h e y  c a n  be s o l v e d  by man. B u t  t h i s  means t h a t  gove rn -  

ments  must  face up t o  t h e i r  r e s p o n s i b i l i t i e s .  We c a n n o t  a f f o r d  t o  

b e l i e v e  i n  t h e  i n v i s i b l e  hand o f  t h e  m a r k e t  so much t h a t ,  as t h e  

American c o l u m n i s t  J o s e p h  K r a f t  p u t s  i t ,  w e  ' p r e f e r  n o t  to acknowledge  

t h e  v i s i b l e  hand of e x p l i c i t  p o l i c y ' .  The ' s e l f - h e a l i n g  powers of t h e  

m a r k e t '  c a n n o t  t a k e  care of a l l  our  problems." My, Schmidt went o n  t o  

say, "The U n i t e d  S t a t e s  w i l l  h a v e  t o  t a k e  t h e  lead i n  t h e  r e q u i r e d  

r e d u c t i o n  i n  wor ld  i n t e r e s t  r a t e  leve ls ,  i f  o n l y  b e c a u s e  of its impor- 

t a n c e  i n  t h e  wor ld .  It  a c c o u n t s  fo r  a b o u t  40 p e r c e n t  of t h e  n a t i o n a l  

p r o d u c t  of a l l  OECD c o u n t r i e s ,  a round  t w o - t h i r d s  of a l l  o f f i c i a l  ex-  

c h a n g e  reserves are h e l d  i n  U.S. d o l l a r s ;  and about t h r e e  q u a r t e r s  of 

Euromarke t  loans are  denomina ted  i n  U . S .  do l l a r s  and r e f l e c t  American 

i n t e r e s t  ra tes . "  
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We mus t  g i v e  t h e  h i g h e s t  p r i o r i t y  t o  p u t t i n g  our f i s c a l  h o u s e  i n  

o r d e r .  O u r  o p t i o n s  for r e s p o n s i b l e  a c t i o n  i n c l u d e  r a i s i n g  r e v e n u e s  and 

r e d u c i n g  e x p e n d i t u r e s ,  a n d ,  w i t h i n  t h e  e x p e n d i t u r e s  area,  to  c o n t a i n i n g  

s p e n d i n g  g r o w t h  for b o t h  e n t i t l e m e n t  and d e f e n s e  programs.  

Social mourams  and e n t i t l e m e n t s  

I i n d i c a t e d  t h a t  i n d e x i n g  social  programs and e n t i t l e m e n t s  and 

t h e i r  open-ended n a t u r e  were t h e  main r e a s o n s  f o r  t h e i r  s o a r i n g  costs 

d u r i n g  t h e  p a s t  d e c a d e  and t h e  w i d e s p r e a d  c o n c e r n  t h a t  t h e  b u d g e t  may 

be o u t  o f  c o n t r o l .  

Social S e c u r i t y ,  by f a r  t h e  l a r g e s t  of our social  i n s u r a n c e  pro-  

grams, has been s e l f - f i n a n c e d .  T h e r e f o r e ,  i t  c o u l d  n o t  d i r e c t l y  

c o n t r i b u t e  t o  d e f i c i t s  i n  more t h a n  a t empora ry  way. N e v e r t h e l e s s ,  i t  

h a s  had a n  i m p o r t a n t  i n d i r e c t  e f f e c t .  I f  one a c c e p t s  t h e  p r e m i s e  t h a t  

t h e  Government t a x  c la im on our  n a t i o n a l  o u t p u t  s h o u l d  be  l i m i t e d  i f  w e  

are t o  a c h i e v e  s u s t a i n e d  economic  g r o w t h ,  increases i n  t a x e s  f o r  social 

S e c u r i t y  may come a t  t h e  e x p e n s e  o f  r educ t ions  i n  t a x  r e v e n u e s  from 

o t h e r  s o u r c e s ,  and t h i s  is w h a t  has  happened .  The u l t i m a t e  r e s u l t  i s  

t h a t  even i n  t h e  case of S o c i a l  S e c u r i t y ,  m a i n t a i n i n g  r e a l  b e n e f i t s  

t h a t  are  s e l f - f i n a n c e d  c a n  i n d i r e c t l y  c o n t r i b u t e  to d e f i c i t s .  For 

p a r t i a l l y  s e l f - f i n a n c e d  e n t i t l e m e n t  programs and t h o s e  f i n a n c e d  o u t  of 

g e n e r a l  t a x  r e v e n u e s ,  t h e  e f f e c t  on  t h e  deficit of m a i n t a i n i n g  real  

b e n e f i t  l e v e l s  is more d i r e c t .  I have  to c o n c l u d e  t h a t ,  regardless of 

whe the r  t h e s e  programs are s e l f - f i n a n c e d  or n o t ,  t h e  real q u e s t i o n  is, 

can we c o n t i n u e  t o  a f f o r d  m a i n t a i n i n g  t h e  l e v e l  of b e n e f i t s  p romised  i n  

be t te r  times than  we are c u r r e n t l y  e x p e r i e n c i n q ?  

Our c u r r e n t  economic c i r c u m s t a n c e s ,  unforeseen by the Congress 

when i t  indexed  these p rograms ,  w a r r a n t  some m o d i f i c a t i o n  i n  t h e  index-  

i n g  fomulas ,  a more s y s t e m a t i c  r e v i e w  of e l i g i b i l i t y  c r i te r ia ,  and 
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r e l a t e d a y ,  more s t r i n g e n t  means tes ts  t o  assure t h a t  t h e  poor  a r e  

a d e q u a t e l y  p r o t e c t e d  wh i l e  at t h e  same t i m e  modifying p a r t i c i p a t i o n  by 

c e r t a i n  program b e n e f i c i a r i e s  whose own source incone  l e v e l s  are  

s u f f i c i e n t  t o  m a i n t a i n  a d e c e n t  l i v i n g  s t a n d a r d ,  

Defense . 

En h i s  March 23rd a d d r e s s ,  P r e s i d e n t  Reagan o u t l i n e d  t h e  b u i l d u p  

of both  s t r a t e g i c  and t a c t i c a l  f o r c e s  by t h e  S o v i e t  Union; a b u i l d u p  

t h a t  h a s  cont inued  unabated f o r  t w o  decades .  L ike  t h e  P r e s i d e n t ,  I 

b e l i e v e  t h a t  t h e  S o v i e t  Union p o s s e s s e s  a fo rmidab le  a r s e n a l  of  weapons 

which c o n s t i t u t e s  a t h r e a t  t o  t h e  s e c u r i t y  of  t h e  U n i t e d  S ta tes .  I 

a lso bel ' ieve t h a t  a s t r o n g  U.S. d e f e n s e  p o s t u r e  is t h e  bes t  d e t e r r e n t  

t o  a s u p e r  power c o n f r o n t a t i o n .  However, I b e l i e v e  t h a t  w e  can 

ma in ta in  a fo rmidab le  and c r e d i b l e  d e f e n s e  p o s t u r e  w i t h o u t  engaging i n  

t h e  u r e a t l y  a c c e l e r a t e d  d e f e n s e  b u i l d u p  c u r r e n t l y  proposed.  

T h i s  b u i l d u p  m u s t  be  slowed i f  w e  a r e  t o  r educe  t h e  f e d e r a l  

d e f i c i t .  Also, t h e  v e r y  l a r g e  i n c r e a s e  in o u r  procurement demands may 

p l a c e  s e v e r e  s t r a i n s  on t h e  N a t i o n ' s  d e f e n s e  i n d u s t r i a l  base. Fede ra l  

o f f i c i a l s  m u s t  c a r e f u l l y  c o n s i d e r  c u r r e n t  and f u t u r e  i n d u s t r i a l  

c a p a c i t y  w i t h  an eye  t o w a r d  sav ing  t axpaye r  d o l l a r s  when p lann ing  buys ,  

and s e t t i n g  procurement q u a n t i t i e s  and schedu les .  A r e a l i s t i c  and 

s t a b l e  a c q u i s i t i o n  program over a p e r i o d  o f  y e a r s  w i l l  y i e l d  enormous 

b e n e f i t s  t o  o u r  d e f e n s e  p o s t u r e  and h e l p  our budget  s i t u a t i o n ,  

At t h e  same t i m e ,  t h e  Defense Department should  r e c o g n i z e  t h a t  t h e  

costs o f  m a i n t a i n i n g  and o p e r a t i n g  t h e  complex equipment it is  procur-  

i n g ,  and propos ing  t o  p r o c u r e ,  w i l l  p l a c e  a s t r a i n  on f u t u r e  d e f e n s e  

budgets .  We w i l l  soon f i n d  t h a t  a d e q u a t e l y  s u p p o r t i n g  w h a t  w e  have 

r e c e n t l y  purchased and c o n t i n u i n g  t h e  h igh  l e v e l  o f  inves tment  i n  a l l  

new equipment w i l l  r e s u l t  i n  o u r  doing  n e i t h e r  well. W e  m u s t  r e c o g n i z e  
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t h a t  m a i n t a i n i n g  t h e  weapons of t h e  f u t u r e  may require e l i m i n a t i n g  some 

weapons p u r c h a s e s  t o d a y .  W e  s i m p l y  c a n n o t  afford t o  p u t  i n t o  produc-  

t i o n  v i r t u a l l y  a l l  weapons d e v e l o p e d  unde r  t h e  Car te r -Ford-Nixon 

a d m i n i s t r a t i o n s .  We mus t  n o t  buy t h e  weapons t h a t  h a v e  t e c h n o l o g i c a l  

p rob lems ,  or t h e  weapons t h a t  h a v e  l a n g u i s h e d  so l o n g  i n  t h e  d e v e l o p -  

ment s t a g e  t h a t  t h e y  s i m p l y  grew obsolete w i t h  r a p i d l y  a d v a n c i n g  tech-  

nology.  The s a v i n g s  from s u c h  act ions would be p r i m a r i l y  i n  f u t u r e  

y e a r s .  B u t ,  p a r t i c u l a r l y  i n  t h e  d e f e n s e  p rocuremen t  area,  w e  mus t  

c o n s i d e r  c a r e f u l l y  t h e  f u t u r e  costs  of t o d a y ' s  d e c i s i o n s .  

I n  a d d i t i o n ,  t h e  p o s s i b i l i t y  of b r e a k t h r o u q h s  on  t h e  i n t e r n a t i o n a l  

and d i p l o m a t i c  f r o n t s  t h a t  could l i m i t  s t r a t e g i c  and c o n v e n t i o n a l  

forces  s h o u l d  be f u l l y  e x p l o r e d .  

T a x a t i o n  

Finally, w e  need t o  r eexamine  t h e  r e v e n u e  s i d e  of t h e  b u d g e t  and 

stop t h e  e r o s i o n  of t h e  t a x  base. T h e r e  h a s  been  a n  i n c r e a s i n g  t e n -  

dency  f o r  i n d i v i d u a l s  and b u s i n e s s e s  t o  o b t a i n  s u b s i d i e s  t h r o u g h  t h e  

Federal  t a x  sys t em by  h a v i n g  a p o r t i o n  of t h e i r  income exempted from 

t a x a t i o n .  Tax she l t e r s ,  l o o p h o l e s ,  and t a x  e x p e n d i t u r e s  s h o u l d  be re- 

examined, a s  I b e l i e v e  S e n a t o r  Dole and o t h e r s  a r e  c u r r e n t l y  d o i n g  i n  

t h e  Congress .  Whi le  these exempt ions  are j u s t i f i e d  o n  wor thy  s o c i a l  or  

economic g r o u n d s ,  t h e r e  is i n c r e a s i n q  e v i d e n c e  t h a t  t h e y  f a i l  i n  many 

cases t o  accomplish t h e i r  s t a t ed  objectives.  In those cases, w e  m e r e l y  

forego a source o f  t a x  r e v e n u e  to  seek behavior t h a t  w o u l d  o c c u r  w i t h -  

o u t  t h e  s u b s i d y .  Such exempt ions  also have t h e  p o t e n t i a l  t o  lead to  

s e r i o u s  m i s a l l o c a t i o n s  of o u r  scarce economic r e s o u r c e s .  They also  add 

c o m p l e x i t y  t o  our  t a x  code t h a t  leads t o  undermining  w h a t  was o n c e  t h e  

best v o l u n t a r y  t a x  system i n  t h e  world. It  is e s s e n t i a l  t h a t  t h e  

p u b l i c  have c o n f i d e n c e  i n  t h e  i n t e g r i t y ,  e q u i t y ,  and e f f e c t i v e n e s s  of 
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our t a x  s y s t e m .  O t h e r w i s e ,  b i l l i o n s  of do l la rs  w i l l  c o n t i n u e  t o  b e  

l o s t  b e c a u s e  of t a x p a y e r  noncompl i ance .  

The s teps  I h a v e  o u t l i n e d  t o  c u r b  t h e  g rowth  i n  e n t i t l e m e n t  and 

d e f e n s e  programs and t o  raise t a x  r e v e n u e s  a r e  r e a s o n a b l e  and r e spon-  

s i b b e  i n  t h e i r  own r i g h t .  And, t h e y  w i l l  go a long way toward  e l i m i n -  

a t i n g  t h e  m a s s i v e  d e f i c i t s  p r o j e c t e d  f o r  t h e  f u t u r e ,  and e l i m i n a t e  t h e  

specter of c o n t i n u e d  h i g h  i n t e r e s t  r a t e s  and s t a u n a n t  economic g rowth  

b o t h  h e r e  and i n  t h e  rest of t h e  world. 

FINANCIAL MANAGEMENT PROCESS IMPROVEMENTS 

L e t  me now s h i f t  from t h e  p rob lems  a s s o c i a t e d  w i t h  t h e  i m b a l a n c e  

o f  t h e  F e d e r a l  budge t  t o  t h e  f i n a n c i a l  management p r o c e s s e s  which sup- 

p o r t  t h e  f o r m u l a t i o n  and e x e c u t i o n  of t h e  b u d g e t . .  

One o f  t h e  key  f u n c t i o n s  o f  f i n a n c i a l  management i s  a l l o c a t i n g  t h e  

r e s o u r c e s  over which t h e  Government h a s  command. T h i s  p r o c e s s  i n -  

v o l v e s ,  to  a l a r g e  e x t e n t ,  a s s e s s i n g  t r a d e - o f f s  among compe t ing  p o l i t -  

i c a l  g o a l s .  B u t ,  i n  order  fo r  t h e  choices t o  be i n f o r m e d ,  i t  is 

e s s e n t i a l  t h a t  t h e  i n f o r m a t i o n  used by p o l i c y m a k e r s  be  as  accura te  and 

r e l i a b l e  as p o s s i b l e  so t h a t  t h e  costs  o f  t h e  choices a re  clear-- 

e s p e c i a l l y  t h e  f u l l  long- te rm c o s t  of major p roposed  programs.  I n  

order fo r  such choices t o  b e  we l l - in fo rmed ,  w e  need much improved 

f i n a n c i a l  i n f o r m a t i o n .  

T o d a y ' s  Federal d e c i s i o n m a k e r s  a r e  working  w i t h  f i n a n c i a l  manaqe- 

ment s y s t e m s  t h a t  were d e s i g n e d  for a bygone era.  Hany of t h e s e  

systems d a t e  back  to  World War I1 and the 1950s. T h e s e  o f f i c i a l s  u s e  

p l a n n i n g ,  b u d g e t i n g ,  and a c c o u n t i n g  s y s t e m s  that are  not well i n t e -  

grated.  The  i n d i v i d u a l  systems have  become cumbersome a s  more and more 

r e q u i r e m e n t s  h a v e  been  added t o  meet expanded n e e d s  for i n f o r m a t i o n ,  

Ne must  s t r e a m l i n e  and modern ize  t h e s e  systems t o  meet t h e  r e q u i r e m e n t s  

12 



of t h o s e  d e c i s i o n m a k e r s  who must address  t h e  tough  and complex issues  

associated w i t h  t h e  b u d g e t  dilemmas I have  d e s c r i b e d .  

Dur ing  t h e  p a s t  t w o  decades, b o t h  t h e  e x e c u t i v e  b r a n c h  and t h e  

Congres s  h a v e  t a k e n  s teps  t o  s t r e n g t h e n  t h e i r  b u d g e t i n g  p r o c e s s .  I n  

t h e  e a r l y  196Os, M r .  McNamara e s t a b l i s h e d  a p l a n n i n g ,  programming, and 

b u d g e t i n g  system f o r  t h e  Defense Depar tment .  T h e  d e f e n s e  b u d g e t i n g  

system h a s  been  a d a p t e d  t o  each a d m i n i s t r a t i o n ' s  p o l i c y  and management 

n e e d s  and ,  t o d a y ,  s t i l l  r e p r e s e n t s  t h e  most comprehens ive ,  i n t e g r a t e d  

approach  t o  s u p p o r t i n g  d e c i s i o n m a k i n g  i n  t h e  F e d e r a l  Government. R u t  

t h i s  system is now 20 y e a r s  o l d ,  and t h e r e  a re  many a reas  i n  which it 

c a n  be  improved. I n  o t h e r  F e d e r a l  a g e n c i e s ,  the s y s t e m s  a r e  g e n e r a l l y  

n o t  as  comprehens ive  and i n t e g r a t e d .  

I n  t h e  1970s, t h e  Congres s  added a new b u d g e t  p r o c e s s  o n  top  of 

t h e  e x i s t i n g  a u t h o r i z a t i o n  and a p p r o p r i a t i o n s  p r o c e s s e s  so i t  cou ld  

S e t t e r  h a n d l e  t h e  o v e r a l l  Federal b u d g e t .  To support and c a r r y  o u t  t h e  

n e w  b u d q e t  f u n c t i o n s ,  t h e  Congres s  created new budge t  committees and 

t h e  C o n g r e s s i o n a l  Budget O f f i c e .  These  new p r o c e s s e s  i n c r e a s e d  t h e  

demands on  t h e  s y s t e m s  a t  t h e  same t i m e  t h a t  t h e  issues b e i n g  addressed 

were g e t t i n g  more complex and t h e  budge t  i t s e l f  became more i m p o r t a n t  

t o  p o l i c y m a k e r s .  So t h e  Congres s  a lso h a s  found t h a t  i t s  p r o c e s s e s  

need t o  be s t r e a m l i n e d  and t h e y  are working  on new a p p r o a c h e s .  

Accoun t ing  s y s t e m s  in t h e  Federal Government h a v e  a d i f f e r e n t  

h i s t o r y .  P r i o r  t o  World War 11, a c c o u n t i n g  was c e n t r a l i z e d  i n  t h e  

General Accoun t ing  Office. During  the bu i ld -up  for World War 11, t h e  

d i s b u r s e m e n t  and accounting s y s t e m s  had  t o  be d e c e n t r a l i z e d  quickly. 

A f t e r  t h e  war, a t  t h e  recommendation of t h e  Zoover Commission, legis- 

l a t i o n  was passed  t h a t  f o r m a l i z e d  t h e  decentralization t o  t h e  e x e c u t i v e  

d e p a r t m e n t s  and  a g e n c i e s ,  w i t h  GAO p r o v i d i n g  g u i d a n c e  and r e t a i n i n g  
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r e s p o n s i b i l i t y  for t h e i r  rev iew and a u d i t -  G e n e r a l l y ,  s e p a r a t e  sys tems 

were c r e a t e d  f o r  p a y r o l l ,  a d m i n i s t r a t i o n ,  and program o p e r a t i o n .  Some 

a t t e m p t s  have been made t o  c o n s o l i d a t e  and i n t e q r a t e  sys tems a t  h i g h  

l e v e l s ,  b u t  even t h e s e  have n o t  been i n t e g r a t e d  wi th  budge t ing ,  So 

today w e  f i n d  hundreds of accoun t inq  sys tems wi th  n a r r o w  scopes and few 

l i n k a g e s  to o t h e r  systems.  

Aud i t ing ,  e v a l u a t i o n ,  and o v e r s i g h t  have a l so  expe r i enced  major 

expans ions  because  o f  po l icymakers '  growing e x p e c t a t i o n s  abou t  t h e i r  

c a p a b i l i t i e s .  Decisionmakers want a n a l y s t s  do ing  rev iew work t o  g i v e  

t h e m  c l e a r ,  s p e c i f i c  recommendations f o r  ways t o  save  money, manage 

b e t t e r ,  and g e t  b e t t e r  r e s u l t s  from t h e  Government 's  a c t i v i t i e s .  They 

a l so  wan t  t o  be t o l d  ve ry  g e n e r a l l y  how each agency i s  be ing  managed. 

B u t  rev iews  have tended t o  be narrow i n  scope ,  d e a l i n g  w i t h  o n l y  a 

s i n g l e  a s p e c t  of an a g e n c y ' s  a c t i v i t i e s .  T h e r e f o r e ,  i t  is o f t e n  n o t  

p o s s i b l e  t o  g i v e  o v e r a l l  assessments o r  make broad p r o p o s a l s  on e n t i r e  

programs. 

Thus,  c u r r e n t  f i n a n c i a l  sys tems of  t h e  cen t ra l  a g e n c i e s  and t h e  

many i n d i v i d u a l  depar tments  have grown u p  i n  an ad hoc f a s h i o n .  Each 

was p u t  i n  p l a c e  t o  meet some pe rce ived  need a t  t h e  t i m e .  B u t  t h i s  

e v o l u t i o n  h a s  y i e l d e d  a patchwork set of a r rangements  c h a r a c t e r i z e d  by 

gaps ,  h u r d l e s ,  and f a i l u r e  of t h e  p a r t s  t o  mesh w e l l  w i t h  each  o t h e r .  

T h i s  h a s  degraded t h e  e f f i c i e n c y  and e f f e c t i v e n e s s  of  t h e  system as  a 

whole, which can be  made t o  f u n c t i o n  o n l y  through v i r t u a l l y  superhuman 

e f f o r t s  by t h e  p a r t i c i p a n t s  i n  t h e  p r o c e s s .  

We need t o  move t o  a broad concep t  of f i n a n c i a l  management i n  t h e  

Fede ra l  Government t h a t  encompasses t h e  processes and f u n c t i o n s  

a s s o c i a t e d  wi th  a c q u i r i n g ,  manaqing, d e p l o y i n g ,  and account ing  fo r  t h e  

Federal Government's f i n a n c i a l  r e s o u r c e s .  W e  need sys tems t h a t  will 
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a s s u r e  u s  t h a t ,  t o  t h e  maximum p r a c t i c a l  e x t e n t ,  t h e s e  f i n a n c i a l  re- 

sources-and  t h e  rea l  r e s o u r c e s  t h e y  r e p r e s e n t - - a r e  a c q u i r e d  and used 

l a w f u l l y ,  e f f i c i e n t l y ,  and e f f e c t i v e l y  t o  achieve p u r p o s e s  of commensura te  

v a l u e  t o  s o c i e t y .  W e  need t o  e n s u r e  t h a t  p o l i c y  o f f i c i a l s  and t h e  p u b l i c  

get c lear ,  c o n c i s e  i n f o r m a t i o n  on  t h e  Federal  Governmen t ' s  s t ewardsh ip  of 

f i n a n c i a l  r e s o u r c e s ,  I b e l i e v e  w e  c a n  d o  a b e t t e r  job  of r e p o r t i n g  o n  as - 

w e l l  a s  managing t h e  resources, and I w i l l  be  working  w i t h  t h e  C o n g r e s s  

and t h e  E x e c u t i v e  Branch t o  d e v e l o p  a s t r a t e g y  and p l a n  t o  c rea te  t h e  

needed  s y s t e m s .  

CONCLUDING REMARKS 

I n  1975,  t h e n  P r e s i d e n t  F o r d ,  when d e l i v e r i n g  h i s  f i rs t  S t a t e  of 

t h e  Union A d d r e s s ,  s a i d  " t h e  S t a t e  of the Union i s  n o t  good." H e  went  on 

to  s a y ,  " M i l l i o n  of Amer icans  a r e  o u t  of work. R e c e s s i o n  and i n f l a t i o n  

a r e  e r o d i n g  t h e  money of m i l l i o n s  more. Prices a r e  too h i g h  and sales are 

too slow. T h i s  y e a r ' s  F e d e r a l  d e f i c i t  will b e  abou t  $30 billion; n e x t  

y e a r ' s  p r o b a b l y  $45 b i l l i o n .  T h e  n a t i o n a l  d e b t  w i l l  r ise t o  over $500 

b i l l i o n . "  

W e  m u s t ,  i n  1983 ,  once a g a i n  r e a l i z e  and acknowledge  t h a t  t h e  

f i n a n c i a l  h e a l t h  of t h e  Government ,  a s  w e l l  a s  t h e  economy, i s  n o t  good, 

Though i n f l a t i o n  a p p e a r s  t o  be  u n d e r  c o n t r o l ,  we have paid a heavy  price; 

r i g h t  now over 10 p e r c e n t  of our  labor force is  o u t  of work. O u r  F e d e r a l  

b u d g e t  appears o u t  of c o n t r o l .  Even i n  rea l  terms, t h e  $300 b i l l i o n  d e f i -  

c i ts  p r o j e c t e d  i n  a f u l l y  employed economy make t h e  def ic i t s  t h a t  

P r e s i d e n t  Ford w a s  worried about pale in s i g n i f i c a n c e ,  

I have b r i e f l y  o u t l i n e d  t h e  s t e p s  I b e l i e v e  s h o u l d  be t a k e n  t o  put 

o u r  fiscal a f f a i r s  i n  order. W e  must r e d u c e  t h e  d e f i c i t  t h r o u g h  a com- 

b i n a t i o n  of r e d u c t i o n s  i n  t h e  growth i n  e n t i t l e m e n t  and d e f e n s e  programs 

and i n c r e a s e  e i t he r  t a x  rates, t h e  tax base, o r  bo th .  The  b u r d e n s  imposed 

15 



by t h e s e  s t e p s  w i l l  i nvo lve  s a c r i f i c e s  from a l l  o f  u s .  I n  Government, 

w e  need a b i - p a r t i s a n  r e c o g n i t i o n  of t h e  problem and a r e s o l v e  t o  d e a l  

w i t h  it. W e  also need t h e  development of a consensus  of agreement  

among p u b l i c  o f f i c i a l s  and t h e  f u l l  spectrum of p r i v a t e  i n t e r e s t s  on an 

e q u i t a b l e  a l l o c a t i o n  o f  sacr i f ice .  W i t h o u t  ac t ion  w e  are  f aced  w i t h  a 

c o n t i n u a t i o n  of unprecedented l a r g e  d e f i c i t s ,  h i g h  i n t e r e s t  r a t e s ,  a 

worsening t r a d e  b a l a n c e ,  an enormous d r a i n  of s a v i n g s  from s u p p o r t i n g  

p r i v a t e  c a p i t a l  fo rma t ion ,  a r e l a t i v e l y  s t a g n a n t  U.S. and world economy 

and,  a t  b e s t ,  n o  improvement i n  o u r  s t a n d a r d  of l i v i n g .  

The consequences of n o t  coming t o  g r i p s  w i t h  o u r  budget problems 

are  so s e r i o u s  t h a t  I am c e r t a i n  w e  w i l l  f i n d  t h e  ways t o  r e s o l v e  i t .  

O u r  Government h a s  f aced  problems of s i m i l a r  magnitude i n  t h e  p a s t  and 

h a s  d e a l t  w i t h  them. I see s i g n s  of  a deve loping  b i - p a r t i s a n  recoqni -  

t i o n  and r e s o l v e  t o  deal w i t h  o u r  problems. I b e l i e v e  t h a t  w e ,  l i k e  

Xotre D a m e  i n  t h a t  1938 football game, can make t h e  most of t h i s  most 

f o r t u n a t e  t u r n  of  e v e n t s .  
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